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n addition to exports and imports of goods and services, the current account also includes transfers and payments from investment income. Together, these sub-balances provide information on the difference between the "current" expenditures and income of a particular country. In the USA, the current account has been in almost continual deficit since the early 1980s (Figure 1 ). This was due to the fact that imports of goods were persistently higher than goods exports. Only between 1987 and 1991 was there an appreciable reduction in the balance of trade deficit; this was primarily due to a depreciation of the dollar amounting to almost 30% in real effective terms, which led to an improvement in the price competitiveness of US exports on the world market and to more expensive imports for the USA. In the 1990s, the deficit grew in the wake of the long-running economic boom, exacerbated in the second half of the decade by the real effective appreciation of the dollar. The balance of trade deficit has partially been offset by surpluses in the investment income balance 1 and in the services balance (Figure 2 ), although the latter too has shown a slightly downward trend in recent years.
Only in 1991, in the wake of recession and transfer payments from the Gulf War allies, was the US current account as a whole on an even keel. There has been little significant contraction of the deficit during the latest recession; last year, a balance of trade deficit of US$ 427.2 billion, a services surplus of US$ 68.9 * Senior Economist, Hamburg Institute of International Economics (HWWA), Germany.
Intereconomics, July/August 2002 billion, net transfers of US$ -49.5 billion and an investment income surplus of US$ 14.4 billion together added up to a current account deficit of US$ 393.4 billion. In relation to the country's gross domestic product, it currently lies around 4.2% of GDP, and as the US economy picks up and is expected to lead a global recovery, a renewed increase to more than 5% of GDP is probable by the end of this year. 2 Against this background, awareness once again focuses on the problems of financing, on a sustainable basis, the increase in foreign debt that goes hand in hand with persistent current account deficits, as well as on the accompanying danger of a decline in the exchange rate of the dollar, of higher risk premiums -i.e. interest rates in the USA -and, as an ultimate consequence, of a threat to recovery itself.
Current Account Deficit and Capital Flows
In order to be able to judge the potential danger inherent in the size and persistency of the American 2 Studies have shown that a critical threshold for the size of the current account deficit of an industrialised country can be identified at around 5% of GDP; as a rule, adjustments set in above this threshold which tend to reduce the deficit via currency depreciation, accelerated inflation and a decline in domestic demand. Cf. also Caroline L. current account deficit, we need to analyse the underlying capital flows. From the system of national accounts equations we can derive that the current account balance corresponds to the difference between domestic saving and domestic investmentthe so-called savings gap -and that this in turn corresponds to the balance of a country's capital imports and exports. A country posts a current account deficit when its domestic expenditures exceed domestic income; the country then absorbs more in the form of private consumption, investment and government expenditure than it produces itself. Imports of goods and services fill the real economic gap between absorption and production, while imports of capital or foreign savings fill the gap between domestic saving and investment. Altogether, a current account deficit thus corresponds to a net inflow of foreign capital, 3 which is linked to corresponding claims on the country's future output.
When it comes to examining the necessity of adjusting a country's current account, conclusions may be drawn from the domestic use to which foreign savings are put. If capital imports are primarily used to further increase domestic investment, then they effectively finance an increase in the domestic capital stock and so enable a higher level of per capita output than would have been possible without capital imports. In this case, servicing the foreign debt is unlikely to lead to difficult adjustment processes; in such cases, persistent current account deficits cannot 
